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File Ref. No. 1400
Auditing Standards Board
Approved Highlights

June 5-7, 2001
AUDITING STANDARDS BOARD
Meeting:

Auditing Standards Board (ASB)

Date:

June 5-7 2001

Location:

Mayflower Park Hotel
Seattle, WA

Meeting
Attendance: James S. Gerson, Chair
Ray Whittington, Vice Chair
Linda Cheatham
Craig Crawford
Richard Dieter
Sally L. Hoffman
Michael P. Manspeaker
Scott McDonald
Susan Menelaides
Keith O. Newton
Alan G. Paulus
Robert C. Steiner
Bruce P. Webb
Chip Williams
Absent
Robert Dacey
Other Participants
Chuck Landes, Director, Audit and Attest Standards
Susan Jones, Senior Technical Manager, Audit and Attest Standards
Gretchen Fischbach, Technical Manager, Audit and Attest Standards
Observers
Joseph Bentz, Grant Thornton LLP
John Brolly, PriceWaterhouseCoopers LLP
Sam Burke, Securities and Exchange Commission
Jennifer Burns, Deloite & Touche LLP
John Fogarty, Deloitte & Touche LLP
John Frech, Arthur Andersen LLP
George Fritz, Public Oversight Board
Richard C. Jones, Hofstra University
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Don Kirk, Public Oversight Board
Aram Kostoglian, KPMG LLP
Dave Landsittel, Arthur Andersen LLP
Zoe-Vonna Palmrose, AICPA Fraud Task Force
Aulana Peters. Public Oversight Board
Laura Phillips, Ernst & Young LLP
Jim Sylph, Canadian Institute of Chartered Accountants
I.

CHAIR’S AND VICE CHAIR’S REPORT
J. Gerson, provided an update on the Audit Issues Task Force (AITF) conference call on May 16,
2001, FEI/SEC/ABA liaison meetings and the International Auditing Standards Subcommittee
meeting.

II.

AGENDA ITEMS PRESENTED AT MEETING
Fraud Task Force
David Landsittel, chair of the fraud task force met with the ASB to discuss a first draft of the
proposed fraud standard. During the discussion, there were several comments from members of
the ASB regarding the draft. Some of the more significant comments are as follows:


There were observations and suggestion regarding how the fraud risk identification
material might be better synchronized with the overall risk model approach –
particularly related to when and how extensively the draft considers management’s
programs and controls responding to fraud risks. John Fogarty, chair of the risk
assessment task force, agreed to take the draft and provide the fraud task force with
specific suggestions addressing this issue.



In the description of the components of fraud, a number of the ASB members were
concerned that “attitudes” is not the right umbrella word and perhaps “rationalization” is
more appropriate. Part of this concern is because the draft describes attitudes as an
arbitrary set of misplaced values, whereas what really occurs is that under pressure,
people begin to rationalize there inappropriate action. Separate but related, it was
suggested that whatever umbrella words is used, it should be consistent with what is
most prevalent in the fraud literature.



The ASB members were very complimentary of the quality of the appendix, but would
like the task force to consider whether there is a more appropriate place to put it – but
without it losing its visibility and retrievability.
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ASB members suggested that the task force recognize that materiality changes when a
fraud risk is identified – or at least the auditor should be more sensitive to materiality
issues when considering identified fraud risks.



The ASB discussed the presumption of the need to perform procedures to address
management override. There was a concern that cross-referencing to the definition in
AU Section 722, Interim Financial Information, of a public entity resulted in too harsh
an obligation when applying the guidance to multi-location entities.



ASB members provided many other meaningful comments and suggestion that will be
summarized and discussed at the next fraud task force meeting.

At the conclusion of the discussion, Mr. Landsittel agreed to meet with the ASB at their July 2425 meeting, to discuss changes that deal with particularly issues such as those noted above. The
task force would then bring a second draft to the ASB for discussion at the September 2001
meeting.
Audit Documentation
At its April 3–5, 2001 meeting, the ASB voted to ballot for exposure the exposure draft for the
proposed Statement on Auditing Standards, Audit Documentation. The ballots received after the
meeting differed from the vote taken to ballot for exposure at the April meeting. Specifically,
three members raised issues with respect to paragraphs 8 through 10 of the proposed standard
and dissented to the issuance of the exposure based on those issues. The issues and the resulting
changes to the proposed documentation standard were considered important enough to warrant
further discussion by the ASB.
After discussion of the issues and the revised exposure draft, the ASB voted to ballot the
document for exposure. A summary of the ASB’s preference vote is as follows:
Summary of Board Preference Vote

Should the proposed exposure draft, Audit
Documentation be exposed for comment?

Yes
11

No
1

Qualified
Assent
3

Risk Assessment
John A. Fogarty, Chair, Risk Assessments Task Force (task force), led a discussion about
significant issues related to the preliminary drafts of four proposed new standards, The Audit
3
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Process (including a document comparing the IAPC and U.S. versions of this proposed
standard), Obtaining an Understanding of the Entity and Its Environment, Assessing the Risk of
Material Misstatement, and Planning and Supervision, and a proposed revision of Consideration
of Internal Control in a Financial Statement Audit.
Mr. Fogarty began by reviewing the major changes from existing guidance that the task force
intends to accomplish in these drafts, as follows:


Require a more robust understanding of the entity’s business and environment that is more
clearly linked to the assessment of the risk of material misstatement of the financial
statements. Among other things, this will improve the auditor’s assessment of inherent risk
and eliminate the “default” to assess inherent risk at the maximum.



Increase the emphasis on the importance of entity controls with clearer guidance on what
constitutes a sufficient knowledge of controls to plan the audit. This is an objective of the
requirement that the auditor should evaluate the entity’s responses to risk and obtain
evidence that they have been implemented.



Clarify how the auditor may obtain evidence about the effectiveness of controls in obtaining
an understanding of controls.



Clarify how the auditor plans and performs auditing procedures differently for higher and
lower assessed risks of material misstatement at the assertion level while retaining a “safety
net” of procedures.

Mr. Fogarty noted that the above changes collectively are intended to improve the guidance on
how the auditor operationalizes the audit risk model.
ASB members then discussed the issues and made the following conclusions:
 The “trigger” for requiring the auditor’s evaluation of the entity’s responses to risks, and
obtaining evidence of their implementation, is what the auditor needs to know about the risk
rather than the significance of the risk. Guidance on why the auditor needs additional
information in order to plan auditing procedures needs to be amplified.
 Retain the concept that performing tests of controls is directly related to control risk rather
than detection risk. Also, incorporate guidance that the auditor performs tests of controls to
confirm (or to disconfirm) the auditor’s control risk assessment, and that the distinction
between tests of controls and substantive tests may be blurred, that is, some auditing
procedures may serve both (or dual) purposes.
 Replace the concept “placed in operation” with “evidence of implementation.” The latter is
defined as “evidence of effectiveness at a point in time” in contrast to “operating
4
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effectiveness,” which is effectiveness throughout the period. Adopt a control risk assessment
that is more of a continuum rather than “maximum, slightly below maximum, moderate, and
low.”
 Replace “understand the design of controls” with “evaluate the design of controls” which
involves forming a conclusion about the effectiveness of a control’s design in preventing or
detecting misstatement.
ASB members also discussed the draft documents. In particular, the following suggestions were
made about the proposed new standard, Obtaining an Understanding of the Entity and Its
Environment:
 Reference the second standard of field work, as revised, at the beginning of the document.
 Provide more detail on what information the auditor should collect in obtaining the
understanding.
 Link the information gathering that occurs in obtaining an understanding with the inherent
and control risk assessments.
 Discuss entity responses that are not controls.
 Revise the documentation guidance to conform to concepts in the documentation exposure
draft.
 Retain, and perhaps expand, the Appendix identifying conditions or events, examples of risks
arising therefrom, possible financial impact, and examples of related risks of material
misstatement.
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